Foreign Economic Trends 
and Their 
Implications for the 
United States 


1 OF 
we “Oy, 


use op 
Cae 

oN Gy. £ YW “. 

. i - 5 ee * 

MES 3 PS 
eo ' 2 % ss : 
Tiseg at * 


’o 
*rares of 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-090 


AUGUST 1975 


Frequency: Semiannual American Embassy 
Supersedes: ET 75-015 TOKYO 


JAPAN 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 





Current floating exchange 


I. 


rate: $1.00 = ¥293.70 
(average for Jan-Mar 1975) 


Item 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 

GNP at 1965 Prices 

Per Capita GNP at 1965 Prices 

Index of Ind. Prod. (average) 

Gross Domestic Investment 

Private Sector 

Pvt. Plant & Equip. Invest. 

Domestic Invest. as % Curr. GNP 

Population (as of October 1) 

Labor Force (average) 

Avg. Unemployment Rate 

Labor Productivity Index 
(manuf. average) 

Avg. Ind. Wage Index (manuf. ) 


2 


Unit 


$ Bil. 


$ 
1970=100 
$ Bil. 


% 


% 


1970=100 


II. MONEY AND PRICES, end of year or quarter 
Money Supply, end of year $ Bil. 


Public Debt Outstanding 
Domestic 
BOJ Com'l Discount Rate 
Call Rate (uncon.), Highest 
Com'l Bk Loan Rate 
(avg. all banks Dec. or Mar.) 
Consumer Pri. Index (average) 
Wholesale Pri. Index (average) 
Export Pri. Index (average) 


PRODUCTION FOR MAJOR COMMODITIES 


Rice 

Crude Steel 
Passenger Cars 
Synthetic Fabrics 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Ex. Res., end of yr. 


Balance of Payments (surplus +) 
Total Exports (f.0.b.) 

Exports to U.S. (f.0.b.) 

Total Imports (f.0.b.) 

Imports from U.S. (c.i.f.) 
Imports of Crude Oil 

Imports of Crude Oil 


Main Trade with U.S. ( 


% 


1970=100 


" 


Mil M Tons 
w 
Thou Units 


Mil Sq. Mtrs 


$ Mil. 
" 


Thou KL 


ECONOMIC INDICATORS 


A 


CY 1973 


409.0 
334.7 
3,078 
129.4 
163.4 
125.0 
77.4 
40.0 
108.7 
53.0 
1.3 


139.0 
162.8 


130.9 
37.6 
37.5 
9.00 

12.00 


7.929 
123.9 
115.9 
106.6 


12.1 
119.3 
4471 
2,922 


12,246 
-10,074 
36,264 
9,449 
32,576 
9,270 
6,000 
289 ,699 


B 


CY 1974 


450.3 
305.0 
2,772 
126.2 
170.9 
131.1 
79.4 
38.0 
110.1 
52.7 
1.4 


140.0 
205.9 


145.9 
46.3 
46.2 
9.00 

13.50 


9.370 
154.2 
152.2 
142.5 


12.3 
117.1 
3,932 
2,622 


13,518 
- 6,839 
54,506 
12,799 
52,878 
12,682 
18,898 
278,391 


lst 


c D 


Quarter C/Same 


1975 Period B* 


467.62/ 
303.62/ 
2,7452/ 
108.2 
153.72/ 
108.92/ 
74, 32/ 
32.91/ 
110.62/ 
51.2 
2.1 


ew 


° > @« 
Sore WO © 


a |e Je 

an 
(orinowosdork Ww 

- ° 


- 
ow 


126.43/ 
164.4 


141.8 
51.0 
50.9 
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9.402 
166.4 
156.1 
140.6 


25.8 
1,033 
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% Change: 


mil., Jan-Dec '74): Exports to U.S. (fob)=Iron & steel mill 
products 2,092; Passenger cars 1,705; Motorcycles 842; Textiles 489; Radio receivers 
483; Nail, bolts, etc. 412; Tape recorders 313; TV receivers 247; Desk-top calculators 
169. Imports from U.S. (cif)=Coal 1,657; Logs & lumber 1,061; Soybeans 791; Maize 725; 


Wheat 665; Scrap metal & ore 477; Plastics 364; Grain sorghum 324; Raw cotton 309; 
Organic compounds 276; Wood chips 234; Aircraft & engines 225. 


(See footnotes on the following page.) 





3 
SUMMARY 


The economic picture in Japan shows signs of improving. 
The rate of inflation, represented by the annual increase in 
the consumer price index, has been cut sharply over the past 
year (from 24% to 14.2% for the fiscal year ending March 31, 
1975), and the longest, deepest economic slump in Japan's 
post-war history may be bottoming out. The annual spring 
labor offensive has ended with wage settlements which avoided 
adding new inflationary pressures to the economy (average 
increases of about 14% compared with 33% a year ago), clearing 
the way for an official inflation control target of a single- 
digit increase in the consumer price index during the fiscal 
year now under way. 


The timing and speed of the recovery are not clear. 
Although government restrictions on credit were a major factor 
in the slowdown, the gradual easing of these restrictions 
does¥&ppear to be generating a new surge of activity. Final 
demand remains weak and investment in new plant and equipment 
is slow. Officials look for a gradual recovery, beginning 
after mid-year, which will avoid new inflationary pressures 
and bottlenecks and land Japan on a path of moderate growth 
(in contrast with past phenomenal rates) by 1976 or 1977. 


The recession has depressed imports, including those from 
the United States, and this situation is likely to continue 
for some months. U.S, agricultural sales are down somewhat 
but will remain strong despite a tendency for Japan to 
diversify suppliers of critical raw materials. 


Japan's success in controlling inflation will affect 
price competition between domestic and imported goods in this 
market; changes in comparative advantage brought about by 
the recession in Japan should offer some new opportunities 
for U.S. sales of consumer goods as well as high-technology 
industrial equipment. A policy of continuing liberalization 
will also provide opportunities for profitable direct invest- 
ment in Japan as recovery gets under way. 


Conversion rates used: Gross National Product - ¥271.48 for CY 1973; ¥292.39 
for CY 1974; ¥293.28 for Jan.-Mar. 1975. Money Supply and Public Debt - 
¥308 used by Bank of Japan although exchange rate was floating. 

*% - Percent change based on yen values to avoid influence of exchange rate 
movements, except balance of payments and trade figures which GOJ 
presents in dollars. 

1/ Preliminary EPA data, seasonally adjusted annual rate. 

2/ Estimated, end of March 1975, 

3/ January-February average. 
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Inflation-Control Measures Are On Target 


Two targets for bringing inflation under control, set 
in mid-1974 by the Japanese authorities, were met on schedule 
in the spring of 1975. 


One was to reduce inflation, represented by the annual 
increase in the consumer price index, to a maximum of 15% 
for the fiscal year ending March 31, 1975 (from a 24% in- 
crease during the previous fiscal year). This goal was 
accomplished when the C.P.I. for March 1975 was 14.2% above 
that of a year earlier. The success reflected the effective- 
ness of the government's tough policy in restraining overall 
demand (mainly by limiting the availability of credit) as 
well as the fact that most of the hyper-inflationary in- 
creases which accompanied the oil crisis of 1973 had already 
been absorbed by the spring of 1974. 


The second target set by the Japanese authorities was 
to limit the average wage hike granted in the 1975 spring 
labor negotiations to a percentage increase not much greater 
than the rate of inflation at the end of March. In the 
spring of 1974 workers had won record increases averaging 


32.9% and some unions called for a 30% increase in 1975. 
However, the deepening recession stiffened the resolve of 
the Federation of Employer Associations (Nikeiren), who with 
governmental approval (and aided by a mounting unemployment 
rate) set and successfully maintained a 15% ceiling for wage 
increases. The weighted average of the 1975 wage increases 
has been estimated between 13% and 14%. 


With these two targets met, the government has set the 
next goal of bringing the rate of inflation (C.P.I. increase) 
under 10% for the fiscal year ending in March 1976. If 
this goal is to be achieved, Japan's economic planners will 
have to overcome pressures in the wake of recent wage hikes 
for sizeable price increases by manufacturers, particularly 
steel producers and other quasi-oligopolies, and they will 
have to resist demands from both business and labor for a 
180-degree policy shift from economic restraint to stimula- 
tion in order to counteract the recession. They will also 
need some luck, in the form of stable prices for imported 
raw materials and fuels on which the Japanese economy depends. 





Recession Touches Bottom 


There is a growing consensus that the longest and most 
severe economic recession in Japan's post-war history may 
have touched bottom in the first quarter of 1975. The 
timing and rate of recovery, however, are both still un- 
certain. 


The recession continued to deepen from October 1974 
through January 1975. Real GNP continued to decline and 
industrial production dropped over 12% from September to 
January, registering declines of 4.7% and 4.4% in December 
and January, respectively. Business profits for the six 
months ending in March 1975 fell almost 30% from the 
previous six month period, according to a survey of firms 
listed on the Tokyo Stock Exchange. Corporate sales rose 
only 0.4% in the same period with the actual volume of 
sales declining when price increases are taken into account. 


Unemployment continued to rise, reaching 1.08 million 
or 2.1% of the labor force in February and 1.12 million 
(2.2%) in March, These figures exclude many workers-- 
early retirees, women and workers from agricultural areas-- 
who left the work force voluntarily. The statistics also 
conceal a substantial amount of underemployment, since 
under the "lifetime employment" system prevalent in Japan 
firms avoid large-scale lay-offs wherever possible, pre- 
ferring to cut overtime, transfer idled production workers 
to sales or maintenance activities, or to offer extended 
furloughs on partial pay (ranging from a legal minimum of 
60% up to 80% or 90%--even to full base pay in some in- 
stances). These practices were encouraged by the labor 
Ministry, which urged firms to keep actual severances to a 
minimum, In December 1974 legislation was passed providing 
for government reimbursement to firms of a substantial 
portion (generally one-half) of the compensation paid to 
furloughed workers. Reflecting these circumstances, labor 
productivity stagnated in calendar 1974, registering only 
a 0.7% increase for the year as a whole over 1973. In the 
second half, productivity was down 2.3% and in the last 
quarter of 1974 it was 8.5% below the same period a year 
earlier. 
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By the end of the first quarter of 1975 however, 
signs were accumulating that the recession had reached (or 
was about to reach) bottom. Industrial production halted 
its sharp decline, falling only 0.6% in February and in- 
creasing 0.6% in March, the first increase in six months. 
Producers' shipments moved ahead of production in the first 
quarter of 1975 and inventories of finished goods began to 
decline. New job offers began to increase in February and 
March, and in April the number of totally unemployed de- 
clined to 980,000 or 1.9% of the labor force. Sales of 
consumer durables, particularly automobiles, picked up 
slightly in March, as did department store sales (although 
the latter slipped again in April). In March the diffusion 
index of leading indicators published by the Economic 
Planning Agency moved to near 50% (i.e., half of the indi- 
cators showing an increase), a traditional benchmark that 
a recession has reached its deepest point. 


Once the goal of holding the annual inflation rate 
under 15% was reached, the government adopted a position of 
cautiously stimulating the economy. On April 16 the discount 
rate was lowered by half a point to 8.5%, followed by another 
cut to 8% on June 6. The Bank of Japan's restrictions on 
bank lending ("window guidance") have been eased somewhat 
and restrictions on investment in construction and plant and 
equipment have been relaxed. The government concluded con- 
tracts on the unspent balance of $4.8 billion for 
public works spending budgeted for the past fiscal year and 
intends to contract some 70% of this fiscal year's public 
works budget during the first half, in order to provide some 
additional stimulation. 


Stimulative measures are being applied within a frame- 
work of restraint, however; policy-makers are aiming for a 
"soft-landing" on a medium-term growth path of 4 to 5 percent 
annual increase in real GNP. A too-rapid recovery, they 
believe, could lead to another investment boom and a growth 
rate too high to be sustained, especially in view of raw 
material supply constraints and the depressed world economy. 


Manufacturers, foreseeing a slow increase in domestic 
consumption and with an eye on depressed world markets, are 
going slow on new investment in plant and equipment, and are 
planning little or no increase in real terms for the fiscal 
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year which began April 1, 1975. The authorities expect that 
consumer spending will continue to rise, stimulated by an 
increase in real income as inflation subsides and by 
employees' feeling more secure in their jobs as unemployment 
recedes, 


Forecasts of the timing and rate of an economic re- 
covery vary greatly; the sharp decline at the end of 1974 
overturned earlier predictions of an upturn by the April- 
June quarter and a year-on-year increase in real GNP of 5% 
or more for the current fiscal year. The Ministry of 
International Trade and Industry (MITI) recently published 
an estimate of 2% real growth in this fiscal year which may 
be near the mark if current tentative signs of an upturn 
continue into the July-September quarter. 


For the longer term, some voices have been heard to 
question the official view that Japan will have to adopt 
a growth rate substantially lower than in the past (5-7 
percent instead of 10-12 percent), and the Federation of 
Economic Organizations (Keidanren) has published a study 
which downplays the need or desirability for Japan to make 
a substantial shift of its industrial efforts away from 
high-pollution or high energy cost areas, calling instead 
for the application of technology to solve these problems. 
The development of these discussions will bear watching; 
final decisions have by no means yet been made. 


Trade and Payments 


Japan's exports continued strong to the end of 1974 
for a total of $54.5 billion for the year, an increase of 
50% over 1973. Imports rose 62% over the same period, 
totalling $52.9 billion. Japan thus registered a $1.6 
billion trade surplus in 1974 despite more than $12 billion 
added to its import bill by increased crude oil prices. 


In the six months ending in March 1975 imports have 


lagged markedly, especially those of raw materials and 
machinery for Japan's industries slowed by the recession. 
In part this has reflected a working off of excess domestic 
inventories which had accumulated as the economic boom went 
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into recession a year ago. Imports of textile materials 

and lumber were first to be hit by declines and by the first 
quarter of 1975 had declined 31.3% and 36.8% respectively 
from a year earlier. Non-ferrous metal ore and other raw 
materials were down 25.9% and 16.5%, and chemicals dropped 
28.9% from a year ago. Imports of foodstuffs and mineral 
fuels were up 25.5% and 30.1% respectively, largely re- 
flecting price increases, and steel scrap imports rose 77.9% 


In the first three months of 1975 exports dampened 
slightly from the record previous quarter ($14.67 billion 
compared with $15.03 billion) while imports sagged from 
$13.58 billion to $12.68 billion, resulting in trade sur- 
pluses of $1.45 billion in the last quarter of 1974 and 
$1.99 billion in the first quarter of 1975. 


Japan's imports from the United States in January- 
March 1975 rose 8% from the first quarter of 1974 as 
against a 1.7% increase in imports from advanced areas as 
a whole; exports to the U.S. rose 7.8% compared with a 39.8% 
increase to advanced areas. U.S. figures show a bilateral 
trade deficit with Japan amounting to $735.5 million for the 
first four months of 1975 compared with a $285.5 million 
surplus in January-April 1974. 


Some structural shifting of Japan's trade toward the 
developing areas continued into 1975, with exports to de- 
veloping areas increasing to 48% of Japan's total exports 
(compared with 45% in January-October 1974) and imports 
holding a 53.4% share (compared with 54%). Exports to in- 
dustrialized countries declined as a share of the total from 
487 to 42.3% over the same period while imports remained at 
41.9%. The United States' share of Japan's exports slipped 
from 23% to 19.9%; the U.S. share of Japan's imports grew 
slightly, from 20% to 21.5% of the total, 


Japan's long term capital account has improved sharply 
since October. A surge of foreign purchases of Japanese 
securities since mid-January resulted in a $133 million net 
inflow of long term capital in the first quarter, the first 
quarterly surplus on long-term capital account since April- 
June 1971 and a dramatic contrast to the net outflows of 
$1,045 million and $551 million recorded in the second and 
third quarters of 1974 respectively. Official reserves 
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increased by some $1.0 billion during the October 1974- 

March 1975 period, and the value of the yen appreciated 

slightly after January, shifting from 300 yen per dollar 
to around 293 yen per dollar at the end of March. 


IMPLICATIONS FOR THE UNITED STATES 
Trade 


The long slow-down of business activity in Japan has 
depressed imports, including those from the United States, 
and this situation is likely to continue for some months 
although sales opportunities exist for U.S. suppliers in 
some areas. 


In the six months ending in March 1975, U.S. agricul- 
tural exports to Japan totalled $1.87 billion, 0.4% above 
the same period last year. Quantities of the major items 
shipped declined somewhat; increased unit prices maintained 
the total value. Shipments are expected to decline further 
during April-September 1975 and prices are expected to fall 
somewhat, resulting in a decline in the value of U.S. agri- 
cultural exports to Japan. Prompted by concern over the 
tight world food supply situation, the Japanese government 
has taken steps (increased price supports and investment) 
to increase Japan's domestic production targets for wheat 
and soybeans (up to 9% of total needs in each case). Beef 
imports, virtually prohibited since February 1974, are ex- 
pected to be resumed in June 1975 under a new price support 
and import quota system. While there is some tendency to 
seek greater diversification of sources of supply for vital 
raw materials, the United States remains by far Japan's most 
important and dependable supplier of agricultural products. 


Demand for capital goods will remain soft until invest- 
ment outlays pick up, but sales opportunities exist for 
selected types of equipment. Some areas revealed by suc- 
cesful recent U.S. promotions have included computers, 
pollution control instruments and equipment, hotel and 
restaurant equipment and analytical chemistry instrumentation. 
Inflation has affected the price competitiveness of Japanese 
goods, and the experience of inflation and recession have 
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also caused some shifting of comparative advantage in the 
Japanese market place. Opportunities may therefore open up 
for U.S. manufacturers in such areas as power generalion 
equipment, process control instruments, marine equipment, 
automotive parts and equipment, numerical control machine 
tools, automatic assembly line and mechanical handling 
equipment, and building systems materials and hardware. 


Gradual economic recovery (expected to get underway 
in the latter part of 1975) will mean a revival of con- 
sumer spending as real income picks up, providing opportun- 
ities for increased U.S. sales in this area. Several suc- 
cessful promotions of U.S. consumer goods have recently 
been held in the U.S. Trade Center and in Japanese depart- 
ment stores. Several department stores have expressed 
interest in timing more promotions of this kind to coincide 
with the commemoration of the U.S. Bicentennial. 


Investment 


The Japanese Government continues to follow its schedule 


for liberalizing restrictions on foreign investment by al- 
lowing 100% foreign ownership of firms in a growing number 
of industries. 


Eleven additional industries were completely liberalized 
on May 1, 1975, and should provide opportunities for further 
U.S. investment. The eleven are: manufacture of meat pro- 
ducts; tomato processing; feed manufacture; manufacture of 
processed foods for restaurants; manufacture and wholesaling 
of men's, women's and children's outer wear and knit pro- 
ducts; manufacture of pharmaceuticals and agricultural chemi- 
cals including medicines; manufacture of ferroalloys; manu- 
facture of hydraulic equipment; electronic precision instru- 
ments (for medical and measuring use only); record manu- 
facturing; and real estate. Four remaining industries still 
restricted to 50% foreign ownership are scheduled for full 
liberalization by May of 1976: computers, information pro- 
cessing, fruit juices, and the manufacture of photographic 
film. In addition to the foregoing, the sector of retail 
sales has been removed from the list of five sectors which 
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had been indefinitely postponed 
completely liberalized for 100% 
June 1, 1975. This leaves four 
sectors: agriculture, forestry 
petroleum products; and leather 


from liberalization; it was 
foreign investment effective 
indefinitely postponed 

and fishing; petroleum and 
and leather products. 


MITI expects Japan's investment abroad to quadruple 
(from $10.27 billion to $45 billion) by 1980 and increase 
nine times (to $93.5 billion) by 1985. Much of this invest- 


ment will of course be directed 


to the developing countries, 


in arrangements designed to obtain secure supplies of raw 
materials, semi-manufacturer, and lower technology products. 
In addition, Japanese investment in the United States (an 
estimated $2 billion) can be expected to increase sub- 
stantially in the coming years after economic recovery gets 


under way. 





CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information 
on most trading partners of the United 
States is available from the Bureau 
of International Commerce, U.S. De- 
partment of Commerce. 

The Bureau is organized geographically 


responsible for a country or group of 
countries as listed below. Assistance 
or information about marketing in 
these countries may be obtained by 
dialing these key people directly: 


(202) 967 plus the given extension 


with a Country Marketing Manager 


Far East 
Australia and New 
Zealand 
East Asia 
Japan 
South Asia 
Southeast Asia 


Area Extension 


Africa 
Central Africa 
East and South Africa 
West Africa 


3646 
5401 
2427 
3137 
3875 


3904 
4927 
4388 


Europe 

Canada and Benelux 
countries 

France 

Germany and Austria 

Italy and Greece 

Nordic countries 

Spain and Portugal 

Switzerland, Yugo- 
Slavia and Turkey 

United Kingdom 


Latin America 

Brazil 

Mexico, Central 
America, and 
Panama 

Argentina, Uruguay, 
and Paraguay 

Caribbean countries 
and remainder of 
South America 


3848 
4504 
4414 
3944 
4601 
3957 


5427 


5020 


2428 


2795 


3713 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 


Near East 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


5737 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 


w U.S. GOVERNMENT PRINTING OFFICE: 1975=210-946/17 3-1 








